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Summary 


The economic growth of the 1960s, characterized by stable prices, 
full employment, expanding agricultural production and exports and 
a rapidly developing tourist sector, came to an end with the 
hostilities of 1974. The island is now split in two parts, with 
the dividing line running east-west through the capital city of 
Nicosia. The Northern part of the island is Turkish controlled and 
inhabited primarily by the Turk Cypriots. The Southern part 
includes the area presently controlled by the Government of Cyprus. 
A few Turk Cypriots also live in the South. The total permanent 
population of the island is probably somewhat under 600,000. 


Economically the troubles of 1974 have been disastrous for Cyprus. 
The island is traditionally one economic unit. Complicating the 
situation has been the move across the island of one-third of the 
population. The South received over 150,000 Greek Cypriots who, 
for all purposes, are now refugees in every sense of the word. 

It is estimated that from 30,000 to 50,000 Turk Cypriots have 
moved to the northern portion of the island. 


The Government of Cyprus and its instruments operate only in the 
South.* Since the problems of 1974 the South has been able to 
survive surprisingly well, however. Large amounts of foreign aid 
(judiciously used), good invisible earnings, large scale cut*=backs 
in imports, have ensured a stable local currency and foreign 
exchange balance. Over half of the island's manufacturing capacity, 
about 50% of the wheat/barley fields, eighty per cent of the citrus 
trees, and almost all the tourist facilities are in the North. 

The Turk Cypriots in the North are experiencing great difficulty 
trying to re-establish economic viability. On the other hand, the 
reactivation of the economic assets in the South has been impressive, 
especially in light of the diminished economic base, the increase in 
population living in the Southern part, and the general dislocation 
caused by the 1974 hostilities. The economic assets in the South 
include among others, an experienced and sophisticated business and 
managerial community, the grape and wine processing areas, the 
spring vegetable agricultural areas, lumber producing forests, 

the cement factories, power plants, the foreign exchange reserves 
and a reputation for good monetary and fiscal management on the 

part of both the Government and the private financial institutions. 


THE NORTH 


The economy in the Turkish-controlled North is in a state of major 
disruption and is unlikely/#8°Peturn to the production level of the 
pre-war period. So far, the Turk Cypriots living in the North do 


#* Except for the Central Bank which receives bank returns from the 
Turkish commercial banks in the North. The Cyprus Pound continues 
to be used throughout the island although more and more the 
Turkish Lira is also being used in the North. 





not have either the managerial or the capital resources necessary 
to reactivate their economy. The Turkish-run area claims to have 
a budget this year of about $92 million but it is difficult to 
pin-point the revenue sources except for the annual subvention 
from the Government of Turkey which is unlikely to provide the 
whole amount. It is unlikely that the Turk Cypriot authorities 
will be able to borrow from their own institutions or that 
non-Turkish institutions would lend money to the North. 


There are no real economic indicators for the North. Statistics 
are few and where available are usually unreliable. Excluding 

the Turkish Army and mainland Turks who have come to settle or work 
temporarily, it is estimated that the Northern area has at this 
time a population of somewhat over 100,000, not including about 
12,000 Greek Cypriots still remaining in the North. The area 
before the events of 1974 had a population in excess of 200,000 
including at least 150,000 Greek Cypriots. 


It will remain difficult to predict the economic course of the North 
until such time that a political settlement is achieved. Presently 
the North is basically orienting its economy to that of mainland 
Turkey, but this does not mean much as Turkey in fact does not 

need what the Turk Cypriots can produce. Since the war seven 
holding companies have been formed to take charge of enterprises 
abandoned by the Greeks. All but one of these are joint ventures 
between Turkey's state-owned companies and local Turk Cypriot 
interests. 


The terms of a political settlement will decide the extent to 
which the Turk Cypriot economy will become re-integrated with the 
larger economy of the Greek Cypriots. 


THE SOUTH 


On the economic front in the South the Government of Cyprus has not 
been idle. Despite the much reduced economic base and the added 

call on resources from having to care for the refugees and 
economically displaced, the Government is making great efforts to 
revitalize what is left of the economy in the Southern portion of 

the island. Care of the refugee population took first priority 

and is now well organized. Funding for the immediate future is 
ensured from foreign aid sources as well as a progressive domestic 
salary levy scheme. Concomitant with the refugee problem is 
unemployment which in June 1975 stood at over 12% of the economically 
active Greek Cypriot population in the South. Certain labor-intensive 
government schemes have been organized but until the economy itself 
produces jobs the problem will continue. Some of the unemployed 

have emigrated, as is the traditional Cypriot way when the island 
falls on bad times. The Government is seeking agreement with 

several Eastern European countries to accept on a temporary basis 
certain types of Greek Cypriot skilled workers. More have gone 

to work in the Middle East and North Africa with private companies, 


mainly in the engineering and construction industries but also in 
certain service industries such as hotel and finance. 
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The Government has been working on a master reactivation plan for 
the South. The first indications are that the plan will concentrate 
on the agricultural and industrial sectors with assistance also 
going to other less important programs. For the time being the 
primary method of assistance is Government loans or loan guarantees. 
Agriculture in the South is receiving assistance at two levels. 

The private farmer can obtain loans to finance crops, expand animal 
husbandry, or bring under cultivation land previously barren. 

Stress is placed on assisting farmers from the North and especially 
those who will grow animal feed which presently has to be imported. 


The other effort in agriculture has to do with government-sponsored 
schemes. A program already well underway is the attempt to clear 
burned forests. The charred timber is then processed by the forest 
industries and the cleared areas are made ready for reforestation. 
The Government is also studying more judicious use of irrigation 
with the hope that agriculture production can thereby be increased 
significantly. Given availability of foreign credit, the Government 
will move forward with several UNDP-assisted large scale agricultural 
development schemes. 


The industrial reactivation program will require more study and far 
more capital than the program for agriculture, but several schemes 
have already been started. The most important measure implemented 

to date by the Government for the reactivation of industry has been 
Government guarantees to commercial banks of loans made to industries 
hurt by inadequate liquidity. Another scheme that has to date worked 
well is the government export credit insurance program which offers 
exporters a payment guarantee for goods exported. The scheme also 
guarantees advances made by Cyprus banks to exporters. 


The larger part of the Government reactivation plan will deal, however, 
with actually setting up new industries. Preliminary studies are 
presently being conducted and a few feasibility studies may soon be 
contracted for construction of a fertilizer plant, glass container 
factory, asbestos-cement pipe factory, paper products factory, and 
ship repair yard. The investments would be in the neighborhood of 
$35 million. These schemes necessarily mean a somewhat long time-lag 
between spending and first revenue generation. Rates of return have 
to be worked out but, in any case, some sort of Government ownership 
participation will no doubt be necessary as these industrial proposals 
go beyond the normal banking risk and more correctly approximate 
investment risk. Other Government participation in reactivation is 
concentrating on the communications infrastructure. An international 
airport has been opened in the South at Larnaca, and may be further 
enlarged, and improvements and relocation of major roadways in the 
South are presently in various stages of planning or implementation. 
In all these schemes it is clear that international credits will be 
required if the ventures are to go forward. By itself, without 
international credits or a certain amount of foreign aid, Cyprus's 
industrial capacity is inadequate to provide a reasonable level of 
economic growth. 





Implications for the United States 


A political settlement can bring back to Cyprus the sort of 

setting which could permit the return of vitality and growth. In 

the interim there will be business and commercial opportunities 

in the South which U.S. interests may find profitable. The 
Government's industrial expansion plan will mean procurement of 
capital equipment in the industries mentioned above. The traditional 
U.S. exports to Cyprus (except for air conditioners) will continue, 
although at the present reduced rate (which still amounts in 

value to approximately 12 times Cyprus' exports to the U.S.). 
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